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Key events in developed markets next
week
Inflation, retail sales and wage growth data are in the spotlight next
week for developed markets

Source: Shutterstock

US: We are looking for a 0.3% MoM increase in the core
inflation rate

Strong jobs and growth data have diminished the chances of a March Federal Reserve interest rate
cut significantly – and even May is no longer the odds on certainty it looked two weeks ago. While
officials are still open to the idea of loosening monetary policy, they have pushed back against the
chances of an imminent move. We suspect that the Fed recognises its credibility was damaged by
its "inflation is transitory" assertion in 2021 only to have to rapidly reverse course with significant
rate hikes through 2022 and 2023. The last thing the Fed wants to do is get it wrong again at a key
turning point, loosen too soon, too quickly and reignite inflation pressures. It wants to be sure that
the data is fully consistent with inflation returning to 2% and staying there.

The Fed’s favoured inflation measure, the core PCE deflator, is already tracking at the appropriate
rate and labour market inflation pressures are easing, based on declining quit rates and the
slowing employment cost index. However, the Fed would ideally like to see a bit more slack in the
jobs market, created by a moderation in growth rates – the “soft landing”. This week’s numbers
could point in this direction, with retail sales and industrial production as the activity highlights
while consumer price inflation is also scheduled for release. Starting with CPI, it has been posting
more rapid month-on-month increases than the PCE deflator, largely due to the heaving weighting
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of housing and vehicles in the basket of goods and services used to calculate the inflation rate.
Rents are slowing in the open market, but the way the series is constructed within the CPI report
means those movements take a long time to show up in official data. Manheim used car auction
prices suggest vehicle prices will be a depressing factor on January inflation. We are looking for a
0.3% MoM increase in the core inflation rate with the risks skewed slightly in favour of a 0.2%
outcome rather than a 0.4% increase.

Retail sales are likely to be soft, given that auto sales numbers already published were poor. Bad
weather has certainly played a part, but 20+ year high borrowing costs for credit cards, car loan
and personal loans are not helping. There is also growing evidence suggesting that pandemic era
accrued excess savings will be supportive for spending. Meanwhile, industrial production is likely to
be lifted due to strong utilities demand, but manufacturing is likely to stay subdued given the
ongoing contraction signalled by the ISM report.

At the January FOMC meeting Chair Jerome Powell acknowledged that monetary policy is well into
“restrictive territory” and it will be “appropriate to dial back” on that at some point this year. We
expect that May will be the starting point, by which time we think ongoing subdued core inflation
measures will give the central bank the confidence to cut rates. We see the policy rate getting
down to 4% by the end of this year and 3% by mid-2025. This will merely get us close to neutral
territory – the Fed’s view is that 2.5% is likely the long-term average. If the economy does enter a
more troubled period, such as through banking stresses, there is scope for much deeper cuts than
we are forecasting.

UK: Services inflation and wage growth likely to remain
sticky

Next week we’ll get a huge amount of data on the UK, some of which will have a bearing on when
the Bank of England cuts rates. Of greatest consequence for the rate outlook will be services
inflation and private-sector wage growth. The former is likely to notch higher, in part because of
some volatile moves in air fares. The latter is likely to drop pretty noticeably again, which in part
reflects the recent cooling in the jobs market. But both services inflation and wage growth remain
too high for the BoE’s liking, and are likely to remain sticky in the first quarter.

We’ll also get growth figures this week, and it looks like the plunge in retail sales in December
might have been enough to nudge the economy into another very slight contraction. That’ll mark
the second such contraction and will spark lots of headlines about recession, but the reality is that
this is a recession in name only. Indeed, we think the outlook for the UK economy is brightening
and we’ll see a return to modest but nevertheless positive growth figures this year. However, these
GDP figures – particularly the volatile monthly version – are not going to be what determines the
timing of the Bank of England's first rate cut.
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Asia Week Ahead: Jobs data from
Australia, India’s inflation report and a
central bank meeting
Australia's jobs report and India's inflation reading are the highlights
for next week

Australia's jobs report
After the Reserve Bank of Australia paused but retained its slightly hawkish bias, this week’s
employment data is important. The December figures surprised forecasters, showing a large 65.1K
decline in employment, which was worse when you consider that this was made up of a 106K
decline in full-time (generally better paid, better conditions etc) jobs, with the 41.4K increase in
part-time jobs helping to limit the apparent weakness at the headline level.

About the only good news last month was that a large drop in labour force participation helped to
keep the unemployment rate unchanged at 3.9%. Markets were emboldened to look for more and
sooner RBA rate cuts than had been the case. That may not prove to have been a correct
decision…the next inflation data will provide more insight.
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So what can we expect in January? We are tempted to put December down as at least partly a
blip, with seasonal adjustments in the peak holiday month potentially exaggerating what is really
going on. Some mean reversion seems probable in January.  

The huge fall in full-time employment could well see some bounce, we are suggesting a positive
figure of about 30K, though there is little if any science behind that number. Likewise, a smaller
part-time number of just +15K feels about right for total employment growth of +45K.

As for the unemployment rate, the big drop in the labour force last month meant that the
numbers of those counted as unemployed barely changed. We think that following a month out of
work, more of these could drift back into the figures as they start looking again for work. That will
put up the labour force and unemployment total by the same amount, which could push the
unemployment rate up to 4.0%.

India's inflation and trade figures
It’s a big week for Indian data as well, with January inflation and December trade data due. The
inflation figures pushed higher in November and December, reaching 5.7% year-on-year.
However, this was mostly due to seasonal variations in the price of vegetables and other foods,
and this looks like it has moderated substantially over the last month. We might not quite see a 4-
handle in January, but something like 5.1% YoY from a -0.1% month-on-month change in the price
level looks like a decent guess.

The trade deficit could narrow a little in December on slightly lower crude oil prices relative to
November, but we are not looking for any significant changes there.

BSP to look past inflation slide
Bangko Sentral ng Pilipinas (BSP) meets next week to discuss policy. We expect the Bank to look
past the recent slide in headline inflation and keep policy settings untouched. BSP Governor Eli
Remolona had previously indicated that he prefers to keep policy “sufficiently tight” given the risks
to the inflation outlook. Despite the recent dip for both the headline and core inflation readings,
Remolona believes price pressures could pick up in the second half of the year. Remolona will likely
retain his current stance for at least the first half of the year until he sees ample proof that
inflation will remain within his 2-4% inflation target.

https://think.ing.com/snaps/philippines-inflation-slides-again-in-january/
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Key events in EMEA next week
Inflation data from the Czech Republic and Poland, and a central bank
meeting in Romania are the highlights for next week

Source: Shutterstock

Poland: Headline inflation expected to moderate below 4%
YoY

GDP (4Q23): 1.0% YoY

Since the StatOffice has already released the preliminary 2023 GDP estimate, the fourth quarter
result is less of a mystery now. Economic growth at 0.2% year-on-year in 2023 implies growth of
around 1.0% YoY in 4Q23. This is a bit of a disappointing reading, following encouraging signs in
3Q23. Household consumption, in particular, fell short of expectations as it most likely stalled in
YoY terms after expanding by 0.8% YoY in 3Q23. Despite the rebound in real disposable income,
households remain hesitant and cautious with spending. At the same time, fixed investment
continued to rise at a solid pace (7-8% YoY). We estimate that foreign trade contributed positively
to 4Q23 GDP growth, while the change in inventories was still a serious drag on growth. We still
remain positive on the 2024 outlook and forecast consumption-led growth of 3%.

CPI (January): 3.8% YoY

The January CPI report will be of a preliminary nature as the reading will still be based on the 2023
basket weights and limited in detail (only the main categories will be unveiled). We estimate that
food prices changed little vs. December 2023 and headline CPI inflation moderated below 4% YoY
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amid a high reference base from January 2023, when VAT on energy was restored. The figure will
be revised in March along with the update of CPI basket weights. Still, we expect a V-shaped
inflation path in 2024, with rapid disinflation in 1Q24 and a bounceback in the second half of 2024
as measures that froze energy prices will expire and authorities introduce new solutions (yet to be
decided).

Czech Republic: After more than two years, inflation is finally
close to target

For January, we expect the traditional high seasonality in the Czech Republic to push prices up by
1.9% month-on-month. Almost all items in the consumer basket rose, in our view. However, the
main issue will be the change in energy prices, which are rising in the regulated component but
falling in the market component. Overall, however, we expect housing prices, which include energy
prices, to have gone up 0.7% in January. On the other hand, downward pressure on inflation is
coming from the volatile components i.e. food and fuel prices. In both cases, we expect a decline of
around 1% MoM. The headline YoY number should thus fall to 2.7% due to the large base effect
from last year. Core inflation should stagnate around 3.6% YoY. The central bank expects a
headline number for January of 3.0% YoY. If January inflation does indeed show levels somewhere
below 3%, we believe that other months should be at similar levels comfortable for the central
bank.

Hungary: Low base saves the day for 4Q GDP
The only (and really important) data point will be the release of 4Q GDP in Hungary. We expect a
significant positive contribution from agriculture thanks to base effects and supportive weather,
while industry, construction and services will all contribute negatively to the year-on-year GDP
growth index. But once again, the low base will save the day. As the fourth quarter of 2023
had two fewer working days than the last quarter of 2022, we expect significant revisions to
previous data points due to seasonal adjustments. In short, we will see an economy in a gentle
recovery phase, emerging from a technical recession. Despite the positive momentum in the
second half of the year, the full-year performance remains disappointing, with a 0.7%
contraction in 2023.

Romania: National Bank of Romania to keep rates on hold
In Romania, we expect the NBR to keep rates on hold at its 13 February meeting and we think it's
likely that we will see some mildly dovish signs put forward by officials. On 14 February, we expect
to learn that annual growth picked up in the fourth quarter, on the back of accelerating private
consumption and still-strong fixed investment. That said, we think that less positive developments
are due on the inflation front, as data will likely show that price pressures picked up to 7.1% in
January (December: 6.6%) as firms pushed higher taxation costs onto consumers. 
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Key events in EMEA next week
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